





EXECUTIVE SUMMARY
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Objective: Develop a Long-Term Office Space Planning Mechanism
to Optimize State-Owned Office Space

Propose Legislation to Implement and Maintain a Long-Term Statewide Office Space
Needs ASSESSMEBNL. ... ...t et e e e page 2

Executive Branch officials and legislators make capital improvement decisions without the full
context of long-term office space needs, which are often competing against other more appealing
projects. Proposing legislation to implement and maintain a long-term statewide office space
needs assessment will establish the necessary authority to coordinate a process that compiles,
analyzes, summarizes, and prioritizes information about long-term office space needs. This
information will facilitate informed capital project decisions for executive and legislative branch
officials. The level of commercially leased office space is the result of a default position rather
than a deliberative process. A high percentage (67%) of executive branch office space is leased
and has been for several decades.

Other states adopted statutory provisions to regularly monitor, update, and report long-term facility
needs either through the budget process or independently through an established board or
commission. Statutory provisions in surveyed states were intended to address information gaps
like Nevada’s. This information was needed to: improve cost-control and efficiency over
management of state building facilities; allow state leadership to understand investment decisions
within a relevant context; identify the most cost-effective alternatives; or improve the cost
effectiveness of state facility alternatives.

Ownership is sometimes preferable to leasing. Lessors accrue substantial long-term economic
benefits through recovery of ownership costs and, additionally, returns on investment over the life
of the building that would otherwise accrue to the state. Legacy ownership claims include
intangible benefits not measured through financial analysis. These benefits can be significant and
include valuable local, regional, or state cultural and historical community landmarks. Many of the
buildings that house agencies in leased office space are not ideally situated, optimally utilized, or
built to the state’s construction standard but may be less costly in the short, medium, and even
long term. However, sometimes it may be advantageous from the state’s perspective to pursue
an ownership strategy when economic factors indicate favorable long-term benefits. The State
Public Works Division (SPWD) expects to fully implement the recommendation by July 2022.

Require Agencies to Biennially Submit Updated Long-Term Facility Needs ........... page 7

A long-term facility needs plan is not possible without an on-going commitment from agencies to
push base information into a process that compiles, analyzes, and reports results to




decisionmakers. Requiring agencies to biennially submit updated long-term facility needs will
provide information to assist executive and legislative officers with capital improvement decisions.

Other states’ long-term facility needs plans are agency-driven. Surveyed states require agencies
to provide regular facility needs updates used as the basis for preparing long-term statewide
facility needs plans. Agency turnover necessitates mandated agency participation. Mandating
agency participation in long-term facility planning ensures continuity despite agency turnover.
The state’s average commercial office space lease term is approximately seven years, sometimes
with multiple renewals leading to decades of occupancy in the same location. During that time, it
is not uncommon for agency leadership to evolve due to retirements and re-assignments. Agency
facility needs may not be considered until lease renewal, at which time long-term planning may
not be an option. If mandated, agency leadership would provide long-term facility needs to SPWD
on a routine basis, informing the compilation, analytical, and reporting process to provide
policymakers a basis upon which to prioritize office space capital projects.

Currently, a facility needs assessment is only available through commissioned master plan
studies of various state-owned complexes. Master plans do not give policymakers an overall,
continual picture of statewide office space needs. Instead, master plans are static, regional, and
intermittent. SPWD expects to fully implement the recommendation by July 2022.

Identify Consolidation Opportunities to Reduce Reliance on Leases for Office Space
NS . ... page 9

Nevada is unable to optimize the state’s portfolio of owned and leased office space because it
lacks an on-going process to identify economical consolidation opportunities. Identifying
economical consolidation opportunities is a critical element of strategic planning for long-term
facility needs. The long-term needs of agencies must be considered together in order to identify
compatible missions with geographic suitability, as was done in the 2015 Capitol Complex and
Bradley Government Campus Development Study, which identified long-term savings in excess
of $100 million at 30 years, with an estimated residual buildings value of $54 million. Expertise is
required to analyze lease-purchase options, and consolidation plans must be updated in order to
be executed in a timely fashion to benefit from fleeting economically favorable conditions which
can be a challenge in a biennial legislative process. SPWD expects to fully implement the
recommendation by July 2022.

Develop Lease-Purchase Model to Estimate the Cost of Long-Term Office Space
Pt oINS . e page 12

A proposal for long-term office space needs cannot be initiated outside of the lease renewal
process because a decision model is currently not available. Developing lease-purchase models
to estimate the cost of long-term options will identify potential savings to the state to pursue when
prioritizing capital projects. Surveyed states have lease-purchase models readily available as a
tool to perform preliminary cost analysis of long-term lease-purchase options. These models
identify investment opportunities and inform leasing terms. SPWD expects to fully implement the
recommendation by July 2022,



Incorporate Analysis of Long-Term Statewide Office Space Needs into the Capital
Improvement Plan Reporting Structure...............................ci page 14

Decisionmakers do not have the full context prioritizing and selecting building projects because
Nevada lacks a reporting mechanism for a long-term statewide facility needs assessment.
Incorporating analysis of long-term, statewide office space needs into the CIP reporting structure
will provide executive branch officers and legislators needed context and supporting analysis as
they contemplate CIP projects and consider lease versus own decisions with a long-term view.
Other states’ long-term statewide facility needs plans include reporting mechanisms that include
summary and supporting analysis through the capital projects approval process in the executive
and legislative branches. SPWD expects to fully implement the recommendation by July 2022.
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INTRODUCTION

At the direction of the Executive Branch Audit Committee, the Division of Internal
Audits conducted an audit of the Department of Administration, State Public Works
Division’s (SPWD), Long-Term Office Space Planning mechanism. Our audit
focused on SPWD's lack of long-term office space planning. The audit’s scope and
methodology, background, and acknowledgements are included in Appendix A.

Our audit objective was to develop recommendations to:

v Develop a long-term office space planning mechanism to optimize state-
owned office space.

Department of Administration
State Public Works Division
Response and Implementation Plan

We provided draft copies of this report to SPWD for review and comment. SPWD's
comments have been considered in the preparation of this report and are included
in Appendix B. In its response, SPWD accepted our recommendations. Appendix
C includes a timetable to implement the recommendations.

NRS 353A.090 requires within six months after the final report is issued to the
Executive Branch Audit Committee, the Administrator of the Division of Internal
Audits shall evaluate the steps SPWD has taken to implement the
recommendations and shall determine whether the steps are achieving the desired
results. The administrator shall report the six-month follow-up results to the
committee and SPWD officials.

The following report (DIA Report No. 20-10) contains our findings, conclusions,
and recommendations.

espectfully,

arren Lowman
Administrator
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Develop a Long-term Office Space Planning
Mechanism to Optimize State-Owned Office
Space

The State Public Works Division (SPWD) should develop a long-term office space
planning mechanism to optimize state-owned office space by:

e Proposing legislation to implement and maintain a long-term statewide
office space needs assessment; :

e Requiring agencies to biennially submit updated long-term facility needs;

« Identifying economical consolidation opportunities to improve efficiencies
and reduce reliance on leases for office space needs;

e Developing lease-purchase models to estimate the cost of long-term
options; and,

 Incorporating analysis of long-term statewide office space needs into the
Capital Improvement Plan reporting structure.

Developing a long-term office space planning mechanism to optimize the balance
between owned and leased office space will ensure the residual benefits of
ownership accrue to the state and commercial leases are the result of a deliberate
process and not a default position.

Propose Legislation to Implement and Maintain a Long-Term
Statewide Office Space Needs Assessment

The State Public Works Division (SPWD) should propose legislation to implement
and maintain a long-term statewide office space needs assessment. Unlike other
states, Nevada has no statutory requirement to maintain a continual, statewide,
long-term facilities planning mechanism.! Opportunities may be missed to
strategically implement building projects that, over time, reduce reliance on
commercial leases, house agencies in facilities that better fit their missions, and
accrue the benefits of ownership to the state.

High Percentage of Office Space is Leased

A high percentage of office space is leased. Nevada’s executive branch office
space needs are comprised of 291 commercial leases for 2.1 million square feet,
amounting to 67% of the state’s 3.2 million square feet of office space.? SPWD
manages 1.1 million square feet of owned state office space through the Buildings
and Grounds Section (B&G). Collectively, the 291 office leases represent

1 Surveyed states: Idaho, Oregon, Utah, and Washington.
2 Dges not include office space of Nevada System of Higher Education or Nevada Department of Corrections.
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